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(2) Extension of qualifying period. In
the first taxable year following the
close of each qualifying period, (e.g.,
the sixth taxable year following the
test period), the taxpayer must com-
pute the actual absorption ratio under
the simplified production method. If
the actual absorption ratio computed
for this taxable year (the recomputa-
tion year) is within one-half of one per-
centage point (plus or minus) of the
historic absorption ratio used in deter-
mining capitalizable costs for the
qualifying period (i.e., the previous five
taxable years), the qualifying period is
extended to include the recomputation
year and the following five taxable
years, and the taxpayer must continue
to use the historic absorption ratio
throughout the extended qualifying pe-
riod. If, however, the actual absorption
ratio computed for the recomputation
year is not within one-half of one per-
centage point (plus or minus) of the
historic absorption ratio, the taxpayer
must use actual absorption ratios be-
ginning with the recomputation year
under the simplified production meth-
od and throughout the updated test pe-
riod. The taxpayer must resume using
the historic absorption ratio (deter-
mined with reference to the updated
test period) in the third taxable year
following the recomputation year.

(iii) Method of accounting—(A) Adop-
tion and use. The election to use the
historic absorption ratio is a method of
accounting. A taxpayer using the sim-
plified production method may elect
the historic absorption ratio in any
taxable year if permitted under this
paragraph (b)(4), provided the taxpayer
has not obtained the Commissioner’s
consent to revoke the historic absorp-
tion ratio election within its prior six
taxable years. The election is to be ef-
fected on a cut-off basis, and thus, no
adjustment under section 481(a) is re-
quired or permitted. The use of a his-
toric absorption ratio has no effect on
other methods of accounting adopted
by the taxpayer and used in conjunc-
tion with the simplified production
method in determining its section 263A
costs. Accordingly, in computing its
actual absorption ratios, the taxpayer
must use the same methods of account-
ing used in computing its historic ab-
sorption ratio during its most recent

test period unless the taxpayer obtains
the consent of the Commissioner. Fi-
nally, for purposes of this paragraph
(b)(4)(iii), the recomputation of the his-
toric absorption ratio during an up-
dated test period and the change from
a historic absorption ratio to an actual
absorption ratio by reason of the re-
quirements of this paragraph (b)(4) are
not considered changes in methods of
accounting under section 446(e) and,
thus, do not require the consent of the
Commissioner or any adjustments
under section 481(a).

(B) Revocation of election. A taxpayer
may only revoke its election to use the
historic absorption ratio with the con-
sent of the Commissioner in a manner
prescribed under section 446(e) and the
regulations thereunder. Consent to the
change for any taxable year that is in-
cluded in the qualifying period (or an
extended qualifying period) will be
granted only upon a showing of un-
usual circumstances.

(iv) Reporting and recordkeeping re-
quirements—(A) Reporting. A taxpayer
making an election under this para-
graph (b)(4) must attach a statement to
its federal income tax return for the
taxable year in which the election is
made showing the actual absorption ra-
tios determined under the simplified
production method during its first test
period. This statement must disclose
the historic absorption ratio to be used
by the taxpayer during its qualifying
period. A similar statement must be
attached to the federal income tax re-
turn for the first taxable year within
any subsequent qualifying period (i.e.,
after an updated test period).

(B) Recordkeeping. A taxpayer must
maintain all appropriate records and
details supporting the historic absorp-
tion ratio until the expiration of the
statute of limitations for the last year
for which the taxpayer applied the par-
ticular historic absorption ratio in de-
termining additional section 263A costs
capitalized to eligible property.

(v) Transition rules. Taxpayers will be
permitted to elect a historic absorption
ratio in their first, second, or third
taxable year beginning after December
31, 1993, under such terms and condi-
tions as may be prescribed by the Com-
missioner. Taxpayers are eligible to
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